• Motivation
Since the 1970's, oil shocks have received a great deal of attention from economists: many authors have cited oil shocks as the main factor behind the episode of stagflation in the 1970's, analyzing the impact of oil shocks on output and inflation.
By the mid-1980's, it was believed that the macroeconomic effects of oil shocks had changed over time. Thus emerged a literature on the so-called "Great Moderation," which refers to the decrease in GDP volatility over the previous three decades. In this analysis, the lower effects of oil shocks on the economy are pointed out as a potential explanation.
•
Our paper
We specify, estimate and simulate a monetary new Keynesian DSGE model of a small open economy that uses imported oil to produce. The economy is subject to rigidities in both the goods and the labor markets and is hitted by three types of shocks: i) Productivity, ii) monetary and iii) oil shocks.
The results of the paper support the hypothesis of smaller macroeconomic effects of oil shocks from the mid-1980's. Those results emerge from the different features of the economy: both labor market rigidities and the oil share have decreased over time and the monetary policy has changed in that it is more focused on controlling inflation.
• The model
The model consists of a representative household with real balances in the utility function à la Sidrauski, a representative firm that produces the final good, a continuum of intermediate goods-producing firms and a monetary authority.
Since intermediate commodities are imperfect substitutes in the production of the final good, the representative firm producing intermediate commodities sells its production in a monopolistic competition market at a price that depends on the demand by the firm producing the final good.
We assume that the firm producing intermediate commodities uses labor and oil as inputs and is hitted by an exogenous productivity shock:
That firm faces quadratic costs for adjusting nominal prices between periods. These costs are responsible for the price rigidity in this model. There are also real wage rigidities in the labor market.
The real price of oil is assumed to be exogenous, following a stochastic process: 
The parameters of the model are estimated using Kalman filter techniques. We have different sets of estimated parameters depending on the sample considered.
Finally, the model is simulated in order to obtain impulse response and variance decomposition of the different shocks.
• Findings: Simulation results. 
Variance Decomposition
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The representative finished goods-producing firm
During each period t=0,1,2,…, this firm produces y t units of the final good by using as inputs y t (j) units of each intermediate good for
, purchased at price
The firm uses a constant return to scale technology described by:
And it solves the following problem subject to its technology, 
Intermediate goods substitute imperfectly to produce the final good. Thus, the representative intermediate good-producing firm sells its production in a monopolistic competition market at a price that depends on the demand by the firm producing the final good and facing a quadratic cost of changing nominal price as specified in
Rotemberg (1982):
where 0 φ ≥ and ss π denotes the steady state rate of inflation.
The market value maximization problem of the representative j-th firm producing intermediate commodities is: 
Finally, the monetary authority finances the lump-sum transfers: 
given 1|0 ξ and P 1|0 .
Data
Consumption corresponds to private consumption from Spanish National Accounts and inflation is the annual growth rate of CPI. The real oil price is constructed from the ratio between nominal oil prices and the GDP deflator and normalized to unity. The annual international interest rate is assumed to be constant and equal to 4%. The data sample is 1971:1-2007:2. 
